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Following discussions with the Chairman and Deputy Chairman
of the Select Committee on Defence, I am authorised by
Ministers to supply to the Committee the enclosed memoranda.
These consist of extensive extracts from the then Secretary
of State for Trade and Industry's minute of 4 October 1985
to the Prime Minister about Westland PLC, and from a letter
sent by Mr Brittan's Private Secretary to Mr Heseltine's
Private Secretary on 18 October 1985, reporting a discussion
between Mr Brittan and Sir John Cuckney on 17 October 1985.

Two sentences in parenthesis have been omitted from
paragraph 13 of the minute of 4 October at the request of
Westland PLC. They contain commercial information which the
company had given to the Government in confidence and which
has in any case been overtaken and modified by subseguent
events.

Similarly a passage has been omitted from paragraph 2 of the
letter of 18 October; and two sentences have been omitted
from paragraph 3 of that letter, also on grounds of
commercial confidentiality.
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COVERING CONFIDENTIAL

Otherwise all the paragraphs reproduced in these memoranda
are identical with those of the original documents.

The following passages have been sidelined as confidential:

Minute of 4 October: paragraphs 15-17

Letter of 18 October: paragraph 2

Ministers ask the Committee not to publish these passages on
grounds of their diplomatic confidentiality.

I hope the Committee will agree that these memoranda fully
bear out the statement I made in my letter of 4 February,
when I submitted summaries of these documents: namely, that
every attempt had been made to ensure that those summaries
were accurate and included all material points.

BRIAN HAYES
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g)é’IFTPFIF‘;(I:\ITSTFROM A MINUTE DATED 4 OCTOBER 1985 FROM MR LEON
HEN SECRETARY OF STATE FOR TRADE AND IND :
PRIME MINISTER e TG T

BACKGROUND

2 Following the Price Waterhouse review of the company's

position, Sir John Cuckney put to my Department and ¢to the
Ministry 'ofi Defence . proposals for a financial reconstruction
which he believed was an essential first step in a strategy for

the company's future viability. Thesimaintfeatures iof ' this

package were:

(i) New capital to be raised for existing shareholders and
a new large minority shareholder, possibly Sikorsky or
a European company, with whom Westland are 103

discussion.

Westland's banks to convert a substantial portion of
overdraft into equity.

The Government to underwrite 45 sales of the W30-160
helicopter in order to avoid a crippling write-off of
'inventory against shareholders' funds for the financial
year ending 30 September 1985.
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3 Officials have reviewed these proposals and the underlying

financial position with Westland's staff and advisers. Tney have

concluded:

a) The propesed package would indeed provide a re=asonable .

srospact  of sscuring Enallleassamutals i gl AL Vi nethe

medium term.

et e sOLhErn (t ex Lred : no.naetien is taken,

receivarship is likely to be unavoidable.

Tt/ mightl be ‘possible Lo construct an adeguate packKace
on the same basis as tnat proposed By the company, 'but
involving a smaller number of W30-160 sales - perhaps
only the 21 aircraft for the Indian 0il and Natural Gas
Corporation (ONGC). This could only be substantiated,
however, by discussion with the company's bankers.

Annex A gives a summary ofithe company'é financial

position and the impact of a reconstruction package.

4 I do not believe that an underwriting of sales on the scale
proposed Dby Westland would be justified. However I believe there
may be a case, for the reasons set out below, for ‘underuriting
the"sale' of 21 heiicéptebs if thene remain good prospects of
concluding the Indian order. If we decided to adopt this
approach, I would envisage asking Westland to negotiate with
their banks and potential partners on the assumption of firm
sales of 21 W30-160s. I would say that if a reconstruction
package could be put together on that basis, and if by the end of
November discussions with the Indians were gtill intthe
Goveénment's judgement active though unconcluded, the Government
would be prepared to consider underwriting the sale of the 21
aircraft. However a final decision would only be made at the
time in the light of an up-to-date assessment of the prospects of

obtaining the ONGC order.
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5 I believe Government participation in a re=construction

package should be conditional on the following assurances from

Westland:

would continue to rarticigate

tnat they would continue to provide sSgares and support

for the existing M2D helicopter fleet.

that in the event of Government underwriting the
company would continue to use its best endeavours to

sell the aircraft.

POSSIBLE BENEFITS}OF GOVERNMENT UNDERWRITING

6 I would not argue that supporting Westland should be a
priority use of resources from a purely industrial point of view.
Although Westland is the only UK helicopter manufacturer it 1is
not central to the aérospace iﬁdusiry. Moreover, wnile other UK
companiés (notably Rolls Royce) have important business with
Westland, my Department 1is not aware of any which 1s financially

dependent on Westland's continued existence.

1 Nor is there a strong argument that the proposed package
will improve the chances of my Department's launch aid being
recovered. It would not of itself guarantee continuation of the
W30-300 progranmme (on which £38m of the agreed £41m launch aid
has been paid). That would still critically depend, I believe,
on an MOD launch order. If the programme were terminated, even

after a capital reconstruction, it seemns unlikely that much of
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the 1launch aid could be recovered without serious fipancial

damage to the company. The package should secure the continuation

of the ZH101 programme, but only I5m of the agreed £60m 1launch

alci@orii the s projectihzs, isof Tap ibean ipaid ]

SeE gt
the existineg nelicop
an incigenous source
e s 6l course. for

srentth lobthis

Internationalt that it will bel damazinzg to 'the UKils

relations with India if, after the diplomatic efforts
of the last year, Westland cannot now conclude the

congtract forithe ONGC.

Political: that if the Government does not help it will

be “blamed | for : allowing - the' company ' to /go' . into
receiversnip.
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FOREIGN OWNERSHIP

9 At present the company most likely to be willing to take a
larze minority shareholding appears to be Sikersky. No solution
Snvolvir sl 2 Britdshiconzany (157 00 the' cards. wWestliznd are

i

QL s
vifescale "do not s ' 8 bubad i 8souid \Tike Lo
netter assessment of those nnospects (bafiore responcing
ormally to Westland's croposals. However, if it emerced that a
solution involvingz Sikorsky was the only realistic ogtion I do
not believe we should reject the packazge solely on that ground,

provided we obtained the assurances from the company outlined in

paragrpah 5 above.

FINANCE

10 It is an important feature of the approach I have outlined
that the Government would only agree to underwrite W30-160 sales
if it assessed the prospects of concluding the Indian order as
good - in other words, if the risk of the Government incurring
expenditure as a result of the underwriting was acceptable.

Nonetheless, I have reluctantly concluded that I could not use
any of my Department's agreed PES allocation to meet any
expenditure that might result : the industrial argument for
giving Westland further assistance do not Jjustify the use of my

Department's very scarce and indeed decreasing financial resources.
p

RECEIVERSHIP

11 If the Government decided not to participate in a package of
the sort I have discussed, the company would probably go into
receivership. It is by no means certain that such an outcome

would be damaging to essential national interests, or more costly
to the Government than participation in a reconstruction package.
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The difficulty is that receivership would create an uncontrolled

situation whose outcome was unpredictable.

r

depend on whether a purchaser could be found for
the Dbusiness - continuing Lynx and Sea Yin:

2210 rrraorammell oy I RS of

there would be potential costs to the Government.
er might demanc Government funding of his operations in
eep the helicopter business going while a purchaser was
There would be indirect costs, for example. associated

exposure and redundancies.

And if no purchaser could be found, receivership might result in
the UK's participation in the EH10)and production of Lynx and Sea

King being ended and the provision of spares and support for the

current MOD helicopter fleet being jeopardised.

14 I believe it is a fairly fine judgement whether the risks
involved in receivership are worth taking. On balance, I believe
it would be preferable to agree to participate in a

reconstruction package if the conditions I have outlined were

met.
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MR GANDHI'S VISIT

15 The situation clearly poses difficulties for the discussion
of the ONGC order you will wish to have with Mr Gandhi during his
visit. On the one hand, we must continue to do everything
possitle to 'obtain the ‘contract. O St e Lot hsm ahand o you
likely i to. beiiconstiraip i what you . can say

A SR ot Rt = I ol R o Sosore G o et LIRS o o T o ol T -0 ma

conmit-riTself to the orier.

16 Ideally a reconstruction package would be in place before
the visit, enabling you to give firm assurances about the future
of the company and to press for conclusion of the contract.

However 1 think this is most unlikely to be achieved even if we
gave Westland a clear indication of the Government's position

A early next week; and it could clearly only be achieved with

Sikorsky as the minority partner. As I have said, I think it
would be preferable to delay giving a definitive response to
Westland until their discussions with possible European. partners

have progressed further.

17 You will therefore need careful briefing for a variety of
difficult situations, which I suggest officials should put in
hand. You will need to say that Westland is under new management
who are considering plans for strengthening the company
financially. If Mr Gandhi says he intends to purchase, you could
say that the Government hopes the company's plans will be
successfully implemented, and that the order will ©be a
significant help to the company. If Mr Gandhi should press for
an assurance on viability you might say that it was not for the
Govebnment to comment but note that the company has a solid base
of MOD business and that we are confident in the ability of the

new Chairman.
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CONCLUSION

I . i 1 AT g : § ]
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It them to pursue cdiscussions witi possible uropean

urgently. We should decide in the 1light of those

48w

ner

scussions whether to indicate to Westland, on the lines set out
in paragraphs 4 and 5 ‘of this minute, the Government's possible
willingness to participate in a reconstruction package. It will,
in any event, be desirable to indicate our position to the
company reasonably promptly - and certainly well in advance of
tne November deadline - both so that. the company knows where it
stands and to ensure that no question arises of a breach of

Companies Act obligations.
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EXTRACTS FROM A LETTER DATED 18 OCTOBER 1985 FROM MR BRITTAN'S
PRIVATE SECRETARY TO MR HESELTINE'S PRIVATE SECRETARY

-’

~

2 Mr Brittan told Sir John that, although Mr Gandhi had not

given a categorical assurance that the order for 21 W30s would go
ahead, Ministers' collective view was that it would.

Sir John also asked whether the Government would consider
underwriting the Indian order. Mr Brjttan replied that he was not
now authorized to make any underwriting offer. Sir John also

asked whether the Ministry of Defence would now pay Westland the

Mr Brittan replied that that was
however, he did undertake to pass on to Mr

£6m which they owed the company.
a matter for MoD:

Hesle_lt§3¢ Sir John's concern.

4 Sir John said that he was well aware of the Government's
p—-@ference for a European minority shareholder in Westland, and
attached weight to that preference. He had now held talks with
MBB , Acsrospeciale and Agusta, invited them all to participate, and
made it clear that Westland would consider any reasonable
Proposition. The interest of all three companies was totally
neasative: they were only interested in blocking Sikorsky. All
4+hvee ware also Government owned, loss-making, and suffering from
excess capacity. Agusta appeared to be the most positive of the
£ hwvree, and had expresssaed interest in the possibility of coming in
wikh United Technologies - i.e taking some part of a 29.9 per cent
sharesholding with them.  But progress was slow and Agusta had
yeb to come forward with any definite proposals. To persuade the
banks to convert debt into equity, it would be necessary to produce
as positive and forward looking a prospactus as possible; and to
by LNg about a deal in time, Westland needed a relatively guick
decision. On both these counts, a deal with Sikorsky looked the
best option, if not the only one.

5 The Secretary of State noted what Sir John said. He said
Xhet a European minority shareholder was in both the commercial and
political interests of the Government. The Government therefore
wished to be certain that a deal with Sikorsky was the best, or the
onaly, option. The idea of Agusta coming in with Sikorsky was
attractive, and he would be grateful if this could be pursued
further. Sir John replied that he believed that he had fully
discharged his responsibility to pursue the possibility of a
Euvopean minority sharesholdar. He could not press the European
companies further without importuning. In view of what Mr Bri<tan
said, howevar, he would contact Agusta once more as a matter of
organcy. But he bslisved that the only practicable solution in
£the =nd would be a dezl with Sikorsky.



http://www.nationalarchives.gov.uk/legal/copyright.htm



http://www.nationalarchives.gov.uk/legal/copyright.htm

